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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

April 2) IQ20 



CURVE A, representing speculation, moved upward 
in March, reversing its trend of the preceding four 
months. Curve C, representing banking conditions, on 
the other hand, continued the upward swing which had 
been in progress since November. 



had been in progress since October. The upward swing 
of curve A was the result of an increase of the corrected 
figures of all three series of the speculative group. 

New York clearings increased from $18,140,000,000 
in February to $22,330,000,000 in March. This is a rise 
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Group A — Speculation: New York Bank Clearings, Shares Traded on the New York Slock Exchange, Price of Industrial Stocks 

Group B — Business: Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Our interpretation of the fluctuations of the three curves of 
the current index chart is based upon the relationship which was discovered 
among similar curves for the period 1903-14. All three curves had wave 
movements, but the upward swings and the crests of the waves were not 
reached simultaneously. The major movements of speculation preceded 
those of business by 4 to 1 o months, and the movements of business preceded 
those of banking by 2 to 8 months. The sequence of movements holding for 
upward swings and crests also held for downward swings and troughs. The 

The recent activity on the stock exchange occurred in 
the face of a very stringent money market and, there- 
fore, it does not appear to be the inauguration of a 
period of prolonged buoyancy. In view of the continued 
upward movement of curve C, we find no reason for 
changing our forecast that " a period of liquidation in 
commodity markets is not far distant." 

Speculation 

In March our forecaster, curve A, showed a marked 
recovery from the February figure. This is a reversal of 
the downward movement which, previous to March, 



relationship between the curves which held for the pre-war period appears to 
have reestablished itself in 1919 so that the movements of the curves con- 
stitute a basis for forecasting. Our forecasts, however, are not based solely 
upon the index of general business conditions, but they allow for the differ- 
ences in underlying conditions as revealed by economic analysis. At present 
the persistent rise of rates on commercial paper, curve C, and the decline of 
speculation, curve A, forecast a decline of business activity and commodity 
prices, curve li, which will take place some time between Apr. and Dec. 1920. 



of 23 per cent compared with a normal seasonal increase 
of about 12 per cent. April clearings usually run the 
same as those in March. 

The average price of twenty industrial stocks was 
$99.60 last month compared with $94.40 in February 
and $104.60 in January. In March the price increased 
from $91.68 on the second of the month to $104.17 on 
the twenty -second, when the high point on the recent 
movement was reached. On the thirty-first the average 
was $102.81. 

The average price of twenty rails was $76.80 in March 
compared with $72.50 in February and $74-9° > n J anu - 
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ary. The range during the month was from $74.25 on 
the third of the month to $78.83 on the fifteenth. On 
the thirty-first the average was $76.11. 

The number of shares sold on the New York Stock 
Exchange in March was 29,031,000 compared with 
2 1 ,870,000 in February. The volume of sales last month 
was the highest since November. 

Speculation in March showed the stimulating effects 
of easier money conditions at the middle of the month 
and the depressing effects of 10 or 12 per cent money at 
the end of the month. 

Banking 

The upward movement of curve C, representing rates 
on commercial paper, began in November and con- 
tinued at a very rapid pace in January and February. 
The upward movement was maintained in March, but 
at some reduction from the previous pace. 

The average rate in New York on sixty-to-ninety day 
commercial paper in March was 6.62 per cent compared 
with 6.41 in February; the average rate on four-to-six 
months paper was 6.88 per cent compared with 6.53 in 
February. Usually there is a seasonal rise in March 
compared with February. This year the rise was 
slightly more than normal. A marked difference be- 
tween this year and pre-war years is that instead of a 
seasonal decline in January and February there was a 
sharp increase in rates. In April, interest rates are 
usually about the same as those in March. 

The statement of the combined federal reserve banks 
for March 26, 1920 showed a decline in the ratio of total 
reserves to net deposits plus federal reserve note liabili- 
ties to 42.7 per cent from 43.5 per cent the week pre- 
vious; excess reserves decreased from $252,000,000 to 
$217,000,000. The low record since the establishment 
of the system for both the ratio (42.5 per cent) and 
excess reserves ($211,000,000) was on March 12, 1920. 
The ratios for the twelve federal reserve banks are as 
follows : 

Mar. 26, 1920 Mar. 19, 1920 Mar. 28, igig 

Boston 44.9 52.2 43.3 

New York 39.1 38.8 52.4 

Philadelphia 40.7 40.7 41. 1 

Cleveland 45.8 51.3 60.7 

Richmond 42.0 40.7 42.3 

Atlanta 48.3 47.6 45.1 

Chicago 41.3 43.9 62.5 

St. Louis 39.2 40.0 45.6 

Minneapolis 48.3 51.0 56.3 

Kansas City 45.2 44.2 41.8 

Dallas 52.8 44.7 44.5 

San Francisco 49.8 45.0 50.9 

Total 42.7 43.5 51.8 

In the last week of March the rates in New York for 
all classes of commercial paper were from i to h per 



cent above the rates ruling in February, while call rates 
touched 12 or 14 per cent on several days. 

A statement was printed in the Wall Street Journal on 
March 30 that only approximately $200,000,000 of the 
12 months United States tax certificates, bearing 4? 
per cent, were sold throughout the country. The failure 
of the government to borrow at 4? per cent is not 
surprising. The incident will have a good effect unless 
it results in an attempt of the Treasury to get cheap 
money from the federal reserve banks. It will be a real 
misfortune if it results in subordinating the policies of 
the federal reserve banks at the present time to the 
needs of the Treasury. 

On March 28 and April 1 gold to the amount of about 
20 million dollars arrived in New York and on March 30 
shipments of $11,250,000 British gold were reported to 
be on their way. A number of bankers expect that the 
import of gold from England will result in an easier 
money market in April. 

The continued increase of curve C in March gives 
further support to our forecast of liquidation in com- 
modity markets. 

Business 

The data for curve B are not available at this writing. 
The indications are, however, that bank clearings out- 
side New York City in March will show their usual 
seasonal increase of 13 or 14 per cent over February. 
There are a few indications that the commodity price 
indices for March will be less than those in February, 
although if there is any decline it will be slight. On 
March 31 the Federal Reserve Board gave out a press 
statement summarizing reports made by the various 
federal reserve agents to the effect that " a hesitation, if 
not an actual recession, of prices is noted." Of the same 
general tenor is the statement from Dun's Review of 
March 20 that " the former buoyancy of some im- 
portant markets is lacking, and the belief that the crest 
of prices has been passed is spreading." It cannot be 
said, however, that there is yet decisive evidence of a 
turn of the tide. The revival of speculative activity and 
rise of security prices have, at least temporarily, pro- 
duced a feeling of greater confidence than existed a few 
weeks ago in the continuance of the present level of 
commodity prices. Gold imports, if they materialize on 
a large scale, may postpone for some months the reces- 
sion in commodity prices which we have forecasted. Our 
opinion is that the absolute necessity of conserving 
credit to meet the inevitable fall demand, will continue 
to make money comparatively tight, and in conjunction 
with the unfavorable conditions now affecting our 
export trade, will tend to enforce moderate liquidation 
in commodity markets. 
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